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TELECOMMUNICATIONSAND ECONOMIC DEVELOPMENT
Making the Connection in Maine
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l. EXECUTIVE SUMMARY

Noted author Dr. Stephen J. Gould has theorized that evolution in the natural worlds not
characterizedby a steady progression of small changes but punctuated by a series of sudden and
dramatic ones. For the telecommunications industry, Congress enactment of the
TelecommunicationsAct of 1996 (TelecommAct) is one such evolutionary event, at once an
example and a primary agent osignificantmarket and regulatory changes now unfolding in Maine
and the nation. Maine’ s Department ofEconomicand Community Developmen{DECD)

requested the State Planning Office (SPO) to develop policy recommendations designed to
position Maine to benefit from the emerging competitive telecommunications market and
information economy. This papers intendedas a foundationfor development of policiesto
address priority issuesand opportunities.

The background information this paper providess organizedinto sections examining the

regulatory framework, current state and federal telecommunications laws, Maine's
telecommunications ratesother recent studies of State telecommunications policy, and an outline
of some of the key issues and opportunities Maine decision makers are likely to confront over the
next several years. SPO assembled this background paper as a primer to assist law and policy
makers, educators, and other stakeholders in identifying and prioritizing what Maine hopes to
achieve in the new world of telecommunicationsSPO'sresearch builds on and is indebted to
recent work of other public and private telecommunications initiatiyéscluding the Maine

Project and the Maine Telecommunicationsorum.

Major findings
The following are the major findings of this research effort:
Rates and Pricing I ssues

* In genera, Maine's telecommunications rates are higrelative toother states, with the
notable exception of the State's rate for basic servicgocal calling).

* Therangeof rates that compditors must pay to useNY NEX's network infrastructure to
carry customer calls éccessrates) network are the highest in the nation.Maine'shighest
accessrate is over three times the national average; Maine's lowestcessrate is al'so
significantly above the national averagerl hese rates dictatethe priceof instate long
distance. See Appendices, Graph One.



Maine' sinstate long distance rategintraL ATA rates) are among the highest in the nation,
see Appendices, Chart One, although there are discount plans with significantly reduced
rates available to some moderate and high volume users.

Maine’ srates for basic service (local calling) are among the lowest in the nation, despite a
dispersedpopulation and settlement pattern that makes the cost to provide wire-based
service in some areas of the State well above the national average.

Applying new Federal Communications Commission pricing guidelines (interconnection
rules), it appears that the average cost of providing basic service in Maine is approximately
50% higher than the amount now being charged und®&Y NEX'sPUC approved rates.

NY NEX’sown records indicate that,in terms of percentages of revenuethe company
recovers significantly less for basic service in Maine than in any other state in its service
area.

In seeking to encourage the most competitive rates, it isimportant to maintain a safety net
for those who are unable to reap the benefits of competition.

To the extent that available federal funds or mandated support mechanisms are inadequate,
ensuringthat all Maine's public schools and libraes have affordableccessto the Internet
and advanced tel ecommunications services mayecessi tateestablishment of a fund to
subsidze this investment in education

Regulatory and Statutory I ssues

The TelecommA ct has reshaped the regulatory landscapeThe TelecommAct strivesfor
establishment of a more uniform national market in whiell may competejn the absence
of discriminatory state barriers. Th& elecommAct charges the FCC with implementing
most of theTelecommAcct's mgjor provisions through rulemaking.

Preemption provisions in th& elecomm Act are designedto forestall or eliminate state
laws and policies that nght frustrate achievement of th& elecommAct's competition
oriented goals. Although the states and their utilities commissiorae |eft with broad
authority, theTelecommA ct does limit states options in dealing with a number of issyes
such asestablishment ofwholesalerates, siting of wireless communications towers, and
cable franchising

The TelecommA ct establishes a minimum, baseline definition of "Universal Service" that
all states must adopt. If the FCC does not adequately fund the Universal Service it
prescribes,or if Maine wishes to expand the scope of Universal Servicequired here, the
State will be forcedto seek funds from instate providers and customers.

A key issue for Maine is how to account for “potential lstrandableinvestment” in
establishing or sanctioning telecommunications chargeg In this background paper, the
term “ potentiallystrandableinvestment” concerns the ability of telecommunications
providers, such asNY NEX, to recover capital investments in network infrastructure
through retail and wholesale rate3. The magnitude and significance of thisissue in the
telecommunications fields much debatedand its resol ution mayaffect competitive
opportunitiesin Maine in the short term.

As ameans to stimulate competition in providing service, tiielecommAct requires
incumbent telephone companies to providénterconnection.” “Interconnection”refersto
the ability of a competing telecommunications carrier to purchase from another carrier



(most typically a Bell operating company such &Y NEX) at a discounted rate services
necessary to carry its customers' callslt is worth noting that Maine’ s independent
telephonecompaniesenjoy a qualified sty of compliance wittlthe Act's interconnection
requirements Althoughthe FCC's rule implementing the Acts' interconnection provisions
have been stayed the Maine Public Utilities Commission, along with many other public
utilities commissions, has used the methodology suggested by the FCC rulesin reviewing
the two interconnection agreements negotiated thus far in Maine.

Recommended Policy Guidelines

It is becoming cliché to say that the telecommunications market is changing so rapidly that it is
nearly impossible to keep pace with and comprehend its many nuances, but thisis increasingly

true. In light ofthe challenge this situation presents for decision makers, SPO has identified the
following three generabprinciples gleaned from this research effortio help guide decision makers
as they consider issues anglot the State'scoursein the telecommunications area.

Focuson results not technologies First, establishment of telecommunications policies
that identify a set of desired results, as opposed to particular technologies or outputs, is of
paramount importance. For example, the focus should be on a policy option's potential
for job creation and enhancement, education, and other public benefits rather than the type
of technologies or providersinvolved. Moreover, itiscrucial to recognize that the utility
of our current or a desired instate telecommunications networils [imitedby the ability of
usersto use it efficiently and effectively. Technology is the means rather than the end, and
it must be knowledgeably usedo be useful.

Set clear and consistent priorities Outcome orierted policiesmust be consistent with

and supportive of one another and set clear prioritiesFor example, realization of the
State's current goal related to low priced local telephone service and the widespread
recognition of the need for andeconomicbenefits of a substantial reduction ofntrastate

toll ratescannot be considered ndependently. Current state telecommunications policies
are internally inconsistenend thus do not provide sufficient direction to regulators who
must balanceat times competing policygoals.

De-emphasize regulation as competition emerges Therapid pace of technological
development and the ongoing restructuring of the industry underscores the need for a
comparable evolution of Maine'slaws and policieghat de-emphasizes regulation and

relies increasingly on competition driven market forces to generateonomicand other
societal benefits for Maine peopleAlthoughMaine may not be the first place that most
competitorstarget for market entry, Maine's decision makers now have a number of
opportunities, many created or prompted by th&elecommAct, to find innovative means

to create a market attractive to potential competitive entrants. For example, the cost of
providing wire basedservicesto many parts of Maine is highelative tomost other states,
afact that suggests policy makers should carefully explore wireless alternatives to meeting
telecommunications needs and objectivesOne certainty is that if Maine does not seek
innovative solutions to challenges it faces the State will find itself atlisstinct competitive
disadvantage in the emerging information economy.



Conclusion

Although this period of rapid evolutionary change in the telecommunications industry presents
many significant challenges to policy makers and regul atohd,aine has a track record of success
on which to build. Telecommunications intensive companies such &sL. Bean, MBNA and Talk
America are thriving in Maine, and are often on theutting edgeof the innovative technologies.
Soon Maine will be among the first states in the nation where all schools and libraries ergogess
to the Internet. Other education initiatives now underway promisen addition toimproved
Internet access the ability for schools to share resources interactively and thereby reduce the
costs and increase the quality of public educationl elecommunications technology provides tools
that Maine can successfully use to levieage our existingand inherent competitive advantages,
such as thenatural beauty of our State and the industriousness of our people, to increase
opportunities for all Maine residents.

To build on these and other successes, and to build a foundation for additional and lasting
success we recommendthat the State should consider policiesin the following areas

* Improving Maine's Competitive Environment
v Make Main€e's Instate Long Distance Rates for Small and Medium Businesses
Consistent With the National Average
v" Encourage Location of New and Expansion of Existing Telecommunications
Related Businesses and Industriesin Maine
v Encourage Immediate Entry by Non-Incumbent Telecommunications Providers to
Both the Local and Long Distance Markets

* Bringing the Benefits of Technology to Maine's People
v" Network Maine's Education and Training Facilitiesin a Manner That Allows Fast,
Efficient and Affordable Sharing of Course Offerings and Other Information.
v Through Deployment of Elecommunications Technologyiznsurethat Maine's
Citizens EnjoyAccessto Health Care Ctherwise Available @ly in Urban Centers.
v Ensure That Maine Rople Have Affordable Access to hformation Necessary to
Best Determine Where to Spend Their Telecommunications Dollars.

* Using Government Assets to Advance Telecommunications Related Objectives
v' EnsureThat the State's Use of itsRightsof Way and Other Riblic Assets Promote
Competition andEnsureLong Term Public Benefit.
v Ensure the Public Electronic Access to All Nwproprietary Government Data and
Information.

In February 1997, SPO and the Department of Administrative and Financial Services, in
conjunction with other State agencies, will bring forward draft policies addressing these issues.

. PURPOSE OF THISREPORT



Enactment of the Telecommunication Act of 1996 is ushering in anew erafor the
telecommunications industry Along with its customers, the industry faces redefinition of
federal and state regulatory roles, evolving and changing business relationships and a
widening array of potential markets and services, all driven bgth steady advancesin
technology and national policy aimed at increased reliance on market forces, as opposed
to regulation, to meet public policy objectives.

The purpose of this paperis to provide factual background usefulor development of
recommendationgor changes in State telecommunications polidp advance State
economic development objectives, without adversebffecting,and ideally enhancing,
other policy objectives related to equitable public access to telecommunications services.
To this end, the paper outlies the major provisions of the Telecommunications Act of
1996, current State telecommunications law and poligyM aine's current
telecommunications rate structurgand recent or ongoing telecommunications policy
development effortsin Maine.

The State Planning Office will present policy recommendations, developed wirtput
from industry stakeholders, decision makeysnd the public, in a separate pper.

1. CURRENT TELECOMMUNICATIONSPOLICY AND LAW

Thelaws and policies governing the telecommunications industry arethe midst of
fundamental change at both the nationand state levels. These events are being driven
by Congress' enactment of thé Telecommunications Act of 1996”, PL 104-104
(TelecommAct), signed into law by PresidenClintonin February 1996. This new law,a
revision of theFederal Communications Act of 1934calls for restructuringof the entire
industry. Thesingle largest implication of this sweeping legislatiae first major
revision of the Communications Act in over 60 yearss the removd of barriersto
competition on all levelsin the telecommucetions industy. Subject to certain
qualifications under the Act, local telephone companies, long distance telephone
companies, cable television companies, electrical utilities and others can now enter one
another’ sformerly protectedmarkets The Federal Communications Commission (FCC)
administers the Federal Communications Act.

The TelecommA ct leaves mplementaton and clarificationof many key issuessuch as
interconnection andaccess fees andUniversal Service requirementgo rulemaking bythe
FCC andactions byeach Stae's Public Utilities Commsson (PUC) or equivalent
regulatory agency Itisvital to note that e ground rules for deregulation devel opetly
the FCC, particularly those related to locatompetition access to local exchange carriers
(LECs) network infrastructure and Universal Service, are directly related to issues, such as
intrastate long distance calling rates, that we have tentatively identified as central to our
economic development agenda.

Section A summarizes the new federal law framework, notingrovisionsin the Telecomm
Act andkey FCC rulemakings and references the role of the PUC under th& elecomm



Act, including the ongoing debate over the legitimacy of FCC involvement in rate setting
and related issues previously left to the states. The summary provided here focuses, as
does the Act, on the telephone industry.In addition, only the most significant sections of
the Act are discussed the Act itself should be consultedas specific issuesare considered
Section B summarizes Maine' s telecommunications law and policies.

A. Federal Law

1. Major provisions in thel elecommAct

Themainpolicy aim evident throughout th& elecommAct is to foster
competition in each of the telecommunications markefprincipally
traditional local and long-distance telephone service, cellular phone service,
cable television, and related manufacturing industries) in order to lower
consumer pricesincrease consumer choices and spur technological
innovation and private investment in infrastructure.

The Act also seeks to redefine “Universal Service*- the type of
“telephone service’ that all should be able to afford in keeping with
advancesin information resourcesfor example the Internet, available to
the general public. The goal of Universal Service has long been present in
both national and Maine telecommunicatns policy, relate both to the
economicand social aspects of these policies Seeking to make telephone
service available and affordable to every household, no matter where it's
located, the goal serves public safety and equity gictives. By expanding
the number of persongeachable through the phone network, Universal
Service aso increases the network's overakkconomicvalue.

The Act’s principal means of promoting competition involves removal of
regulatory barriers to competition in local telephone markets previously
monopolized for the mostpart by Regional Bell Operating Companies
(RBOCs).

It is important to note that theTelecommA ct includes anumber of
provisions thatdifferentiate the treatment of rural telephone companies
from other carriers. In most cases, this paper focuses on th@ elecomm
Act asit impactsRBOCsas opposed to rural telephone ompanies as
defined by 47U.S.C. section 153 (47) (section 3of the TelecommA ct).

In general, theTelecommA ct insulates therural telephone companiegrom
the immediate impact of a number afequirements that promote
competition.

! RBOC'sare the fragments of the former AT& T following its federal court ordered dismantling
in the early 1980’ s due to antitrust activities. In Maine, tiRBOCisNY NEX, whose merger
with Bell Atlantic is currentlyn progress




Competition

The TelecommAct’'s key provisions regarding local competitip
Sectiors 251, 252, and 253 -

mandate that theRBOCsallow irterconnection and unbundledi
access to their networks as a means to ensuring competition and
take a number of specified actionga 14 point “competitive
checklist” subject to PUC comment and FCC review and approval
attached to this documenyj intended to ensure local competition
before they can enter the intestate market within their LATA

set procedures to ensure that negotiation and arbitration of
agreements regarding interconnection are fair and resolved within a
set time frae;

requirethat LEC's charges for interconnection and network
elements “are based on the cost (determined without reference to a
rate-of-return or other rate-based proceeding) of providing the
interconnection or network element and

forbidand preempt state or local laws that function as barriers to
competition in telecommunications markets.

“Rural telephone companies’ are exempt from the Act's
interconnection and related requirements absent a bona fide request
for interconnection. Maine's independent telephone companies
appear to meet this definition; Maine's largest carrieN Y NEX,

does not. In addition, theremustt be a state PUC finding that such
arequest is not unduly economically burdensome, is technically
feasible and is consistent with the universal service goals of the
TelecommALct.

Most of the significant imple@ntation details under the Actare left
to rulemaking bythe FCC. See section2, below.

Under theTelecommAct, NYNEX and other incumbent_ECsin
Maineare requiredto open their LATA (Local Accessand
Transport Area, in Main€e' s case this meansitrastate) toll service

2 Section references are to the Communications Act, aamendedby PL 104-104, the 1996
TelecommAct, unless otherwise noted.

® This means that competitors need only purchasaccessto or interconnectwith certain network
elements or functionsge.g., switching, rather than pay a chargevhichreflects the costs of all
elements and functions of thé ECs network.

10



markets to compeition. Itis generally understoodhat arate
decrease inintrastatetoll rates would be beneficial to small business
that cannot negotiate more favorable rates as many larger
businesses can. Thereis awidgpread belief that Maineensuresits
low basic service (local area calling) costs by allowimgY NEX to
charge a higher ratefor intrastatelong distance services to some
classes of customers

b. Universal Service

Section 254is aimedat redefinition and expansion of theoncept of
“Universd Service’, the ideathat all Americanare entitledto
affordable, even freeaccessto basic telecommunications services.
The Act envisions a system of expanded federal financial support
for Universal Service.lt is unclear at ths time both what
telecommunicationdeaturesthe FCC will include within the
Universal Serviceconcept and how Universal Serviceavill be
funded Aswith the competition goal, key implementation issues
are leftto the Federal-State Joint Board and thd=CC.

Section 254 makes provision ofurbanand rural
telecommunications services comparabli@ terms of both quality

and price astatutory goal. Thereis special allowance for
discounted service for schools and libraries. States and the FC&e
encouragedto further deployment of advanced telecommunications
services to serve these institutions.Section 254 also encourages
devel opmentof telemediane through provision for discounted

rates.

C. M anufacturing

A third aspect of the Act that Maine may seek to take advantage of
isthe provision allowing th&BOC'’ sto enter the field of
telecommunications equipment manufacturing.n order to enter

into manufacturingthe RBOC’ smust establish separate affiliates
and ensurethat their application to providenterLATA servicehas
been approvedby the FCC. TheFCC may only approve this
application, alowing entry intohe long distance market, if anLEC
has previously complied with the Act's measures designed boing
about local competition.

2. FCC rulemakingsparticularly significant to Maine

As explained in its implementation schedule for rulemaking required to
implement theTelecommAct, the FCC is actingin an expeditedmanner.

11



Two rulemakingsto implement theT elecommA ct appear particularly
significant to oureconomicdevelopment mission: FCC Docket Nd96-98
(Currently under a stay from the US Eighth Circuit Court of Appeds
regarding creation of conditions to encourage local competition and FCC
Docket No. 96-45, regarding Universal ServiceFrom aMaine
perspective these rulemakingsare closely intertwined In Maine, thereis
at least the perception that the State’ sntrastate toll rates (among the
highest in the nation for low volume usgjsubsidize the State’s
commitments regarding servicéo outlying, sparsely populated rural areas.
Increasesin the dharges forbasic, local service (diatone and local calling)
has been and likely remains a hot button issueAnother possible area of
concern isthe distribution of toll revenues among the Maine telephone
companies.

Our review of professional assessments of themerging
telecommunications competitive marketuggests that rate increases in rural
areas of Maine and comparable plaseacross the country and a lowering of
rates in more commercially attractive areas may be consequences of
increased competition. Rural areas may also lagbehind urban centersin
the deployment of new technologies

a Local competition

This s perhaps the most significant implementation action for
Maine thatthe FCC is undertaking. Thisrulemaking FCC Docket
#96-98, implementgprovisions in the Act regarding steps
incumbentLECs, e.g., NYNEX, must take to allow others access
to their network, rates for competitors'connectionto those
networks, and other key issues regarding competition.

The FCCissueda unanimous Local Competition Order on August
1, 1996. Given the complexity of the issues and the money at
stake, legal challenge that could delay the rules’ implementation is
likely.(NOTE -- As of 11/5,SBC had obtained a stay of number of
key provisions thel.S. 8th Circuit Court of Appeals. This stay
was recently upheldoy Justice Thomas of théJ.S. Supreme Court.
Arguments in the 8th Circuitre scheduledfor February.)

The FCC'’ s approach to the local competition issue looks to
establishment of a uniform, pro-competidn national framework
with explicitrules on issues thatare deemedmost critical to
successful development ofcompetitionnationwide and with
measures to facilitate rapid development nationwide of advanced

12



telecommunications and information technologied he FCC's
approach seeks to minimizeariationsamong the states asa means
to ensureswift and full implementation of Congress' policiesin the
TelecommALct.

The FCC issued its local competition order as this document goes
to press. A detailed analysis of the new local competition rule and
its potential significance to Maine is unavailable at thistime. Some
of the mgjor provisions of the Ordernclude
* Offering an interconnection pricing methodology as well as
several default ranges for states that choose not to employ
the methodol ogy,
* providing for several methods of and points for
interconnection; and,
* creatingawholesale pricing scheme for local service resale.

Universal Service

FCC Docket # 96-45 addresses the major implementation issues
under the Section 254 of thelelecommAct, the Universal Service
section. The FCC issued its Notice of Proposed Rulemaking in
March of 1996. The forma comment period for this docket closed
in May 1996 and the Joint Board will issued its recommendations
in November of 1996 http://www.fcc.gov/Bureaus
/Common_Carrier/Reports/decision.html) The FCC plans to
finalize orders on the Universal Service docket ithe Spring of

1997. The Notice siates that:

"This Notice reflects our newly articulated statutory obligation to
ensure that the definition of services supported by universal
service support mechanisms and those mechanisms themselves
evolve as advances in telecommunications and information
technologies continue to present consumers with an ever
increasing array of telecommunications and information services

In addition to the scope of telecommunications servicés be made

universally availablethe rulemaking addresses three other major

iSsue areas:

* provision of comparable urban and rural services,

* provision of subsidized advanced telecommunications to
qualifying schools libraries, and health care facilitiesd,

* alocationof costs.

i. Urban/rural service

13



The FCC statesin its proposed implementation schedule
that it intends to adoptrules to require that rates charged by
providers of interexchangetel ecommunications services to
subscribersin rural and high cost areas shall be no higher
than the rates charged by such provider toubscribersin
urban areas. The FCC has irdicated that the mleswill
require a provider ofinterstateinterexchange
telecommunications services to provide such services its
subscribers in each state at rateso higher than the rates
charged to its subscribersin any state. A number of
commentators question how this policy objective meshes
with othersin the Act, including the requirement that
interconnection charges be based ogoing forward
economiccosts and related measures designed tdoring
about competition.

il. Advanced services to schools, libraries, and health
providers

In its rulemaking schedulelie FCC indicates its intention to
"establishcompetitivelyneutral rules to enhance, to the
extent technicallyfeasibleand economically reasonable,
accessto advanced telecommunications and information
services for all public and nonprofit elementary and
secondary school classrooms, health care providers, and
libraries; and to define the iecumstances under which a
telecommunications carriemay be requiredto connect its
network to such public institutional telecommunications
users."

ii. Cost allocation

Finally the FCC intends to"establish necessary cost
allocation rules, accountingafeguards, and guidelines to
ensurethat services included in definition of universal
service bear no more than reasonable share of joint and
common costs of facilities used to provide services."The
FCC plans tofinalizerulemakingon this issue inthe Spring
of 1997.

C. Access charges

In approving its new interconnection rules, thECC indicated its
intent to review and revise rules regardingccesscharges. An

14



accesscharge is the fee that aninterexchangecarrier must pay to
gainaccessto an LEC’snetwork. The FCC intends to undertake
this revision in tandem with the Universal Service rulemaking,
recognizing the relationship between the two topics. Revenues
derived fromaccesscharges can account for over 25% of the
revenues of manyRBOCs, and likewise accountfor a large cost on

the part of the long-distance compaies The methodolog set in
this rulemaking will have major implications on the cost of
long-distance service and the nature of competition in the
interexchangemarket.

PUCs role under theTelecommAct

a

Overview of state responsibilities

Although theTelecommAct certainly redirectsand arguably
reducesthe role of state regulatory agencies in regulatinmtrastate
phone service, the Act leaves substantial implementation
responsibilities to the states. Maine PUC stafthas developed a list
and timetable for implementation of the agency’s varied duties
under the Act.

Major PUC responsibilities include the duties to arbitratas the

need arises, negotiations between incumbent and competing=Cs
regarding interconnection, and to comment oNY NEX's

compliance with the 14 point "competitive checklist" referenced
above. Section253 also saves to the states the authority to impose
competitively neutral state law requirements necessamyith regard

to consumer protection, universal service, public safety and welfare
and service quality

In June 1996, the Maine PUQDocket No. 94-114) outlined the
administrative procedures it will use in fulfilling its duties regarding
mediation and arbitration of interconnection negotiationsBecause
interconnection rates are a key taensuringlocal competition among
telecommunications providers;thisPUC proceedingmay bear
directly on achievement of Maine'economicdevelopment
objectives.

Note - Maine PUC has opened a new docket for the AT& T
arbitration withNYNEX. Given the stay of portions of the FCC’s
interconnection rule, it is unclear what method the Maine PUWIl|
employ to “establis any rates for interconnection services or
network elements’ as required under section 252 (c) of the
TelecommAct. Section 252 (d) provides that these rategannot be

15



determinedwith reference to arate of returnor other rate based
proceeding.

FCC/State relationship

Although states have historically regulated local andtrastate
telephone service, thelT elecommA ct andthe FCC’ s proposed
implementation of it involve a significant increase in the federal
role. Commenting orthe FCC’s proposed local competition rule,
the Maine PUC joined other rural statesin opposing what they
depicted asthe FCC’ sintrusion into matters properly left to the
states. TheMaine PUC’sjoint filing nie the following major
points to justify ts position thatthe FCC should establish only
“guidelines for creation of competitive conditions and leave much
of the actual decision making to the states

national pricing policies would prove unworkable due to the
significant differences in cost structures inECs across the country;
states need the flexibility to require “unbundling” that is suited to
unique local conditions affecting deployment of telecommunications
technology;

rural states have made reasonable progress in fostering local
competition without federal requirements dictating how to do so,
although the lack of companies willing to compete has been a
[imiting factor;

national standards, blind to “ state specific technological, geographic
or demographic variationsin local markets’, “could have
devastating ‘cream skimming’ or ‘cherry picking’ implicationsin
states like Maine where the monthly cost of aloop may vary from
under $5 to over $200 a month and where switching and transport
costs could vary between areas by factors agreat as ten to one.”

Thisfiling suggestd that the Maine PUCconsidered fostering local
competition by providing “incentives to bring competitive local
service providers to the most rural areas of the State by providing
competitiveLECswith the amount of the subsidy in arural area

that is currentlyimplicitin the incumbent’ s rates by virtue of
company-wide averaging One might expect that Maine PUC will
use any flexibility granted under the FCC’ s Interconnection Rule to
address State control issues raised in their initial filing to the FCC in
the rulemaking proceeding.

Preemption
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The TelecommAct limits sktes’ policy options regarding
telecommunications. Section 253, provides that “no State or local
statute or regulation, or other State or local legal requirement, may
prohibit or have the effect of prohibiting the ability of any entity to
provide anyinterstateor intrastate telecommunications service.” 47
U.S.C. sec. 253 (@). On the other hand, the Act specifies that
States may, in competitively neutral ways, “preserve and advance”
universal service, protect the public welfare, safeguard consumer
rights and require publicly disclosed compensatidor use of public
rights of way. Section 253 preservesstate and local governments
ability toallow the use of publicways or rightsof way (ROW)in“a
competitively neutral and nondiscriminatory manrieprovided
fees/chargesare madepublic.One can expect significant disputes
over theauthority of statesto act in some areass implementation
proceeds

The extent of the FCC's preemptive authority is currently under
debate in the FCCrulemakingsreferenced above For this reason,
our policy development efforshould be basedon awareness and
understanding of, if not efforts to influence, events at the federal
level.

Several specific provisionsin the Act may limit aeffect state or
local control of cable and wireless services.

i. Wireless communications

The Act preempts state and local land use controls that expressly or
effectively ban siting ofvirelesscommunications towers. Sec704
providesthat State and local governments cannot discriminate
among "personal wireless service providers' in making siting
decisions, cannot enforce laws that prohibit or have the effect of
prohibiting these services, must act on application in a"reasdole
period of timé , and provide a written decision based on substantial
evidence. Review of the decisiormay be heardin federal or state
court; courts are directedto rule on an expedited basis.

A recent federal court decisionSprint Spectrum v.City of Meding
No. C96-408WD (May 3,1996)(Order on motion for Preliminary
Judgment) upheld the City’ s moratorium, enacted after passage of
the TelecommA ct, on decisions on applications for siting of
cellular transmission towers.The fact thatthe local ordinance
provided for a moratorium on permit issuance (the permits at issue
werein fact processed) rather than a ban was significant to the
court.
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The FCC has published information that clarifiésat states and
municipalities may still regulate and zone taffect the location of
these towers At the local level in Mainegell tower sitinghas also
been controversial at times.

ii. Cable services

Section 303 of theTelecommAct (47 U.S.C. 541(b)) limitsa
municipaliy’ sability, using franchise agreements, to control cable
operators' provision of telecommunications services. This provision
forbids afranchise authority from

* requiring a cable operator or affiliate to acquire afranchisein
order to provide telecommunications services,

* requiring a cable operator to discontinue cable operationsiif it
provides telecommunication services or requiring a cable operator
to provide certain telecommunications services or facilities other
than "institutional networks' (defined as networks generally
available only tanonresidentialsubscribers); or

* effectively prohibiting, limiting, restricting or conditioning a cable
operator's provision of telecommunications services.

Language elsewhere in the Act$ection 253 reserving to
municipalities theightsto manage and receive fair and reasonable
compensation from telecommunications providers for use of public
rights of waymay give rise toarguments regarding the scope of
municipal franchise authority over cable operatoseeking to

expand into markets such as local telephone serviceOne provision
under theTelecommAct allows localities to expand their traditional
bargaining base in establishing franchise agreemertsthe extent
that cable providersmay be requiredto create a network for the use
of public, institutional users (Instittional Networks)

The State's current franchise system, see 30-MRSA sec. 3008,
allowslocalitiesto charge cable companies for the use of their
rights-of-way Thislaw contemplates municipal action “to displace
competitionwith regulation in the area of cable television.’30-A
MRSA sec. 3008, subsec. 1, para. B. The law also allows
municipalities to grant a cable operator an exclusivieanchisefor a
15 year period. 30-AMRSA section 3008,subsec. 5. Public
utilities, whoserightsof way cable operators may use to provide
service, are expressly exempt fronthis sections contracting
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requirements. Id. Cable franchises must now be non-exclusive
under federal law.

B. State L aw

1.

State tel ecommunications policies

Maine law provides that the following are the State’ s telecommunications
policies:

* “telgphone service must continue to be universally availabkespecially
to the poor, at reasonable rates (35-A MRSA sec. 7101, subsec. 1);

* "itisthe goal of the State that all Maine's businesses and citizens
should have affordable access to an integrated telecommunication
infrastructure capable of providing voice&lata and imagebased
services’ (35-AMRSA sec. 7101, subsec. 2);

* “[t]he State shall consider policiesthat “ encourageeconomic
development”, regulate in a manner that promotes development and use
of new technologies, and “encourage acceptable service applications”
that foster economicdevelopment and the public welfard ., para. A -

C); and

* “itisthe policy of the State that affordablaccessto those information
services that require a computer and rely on the use of the
telecommunications networkshould be madeavailablein all
communities of the State without regard to geographic locati 8n(PL
1995 c. 631, 35-A MRSA sec. 7101, subsec.4).

These “policies’ are akin to legislative findings and serve primarily as
guides to implementation by PUC and other state agencies?L 1995 c.
631, whichis discussedseparately below, is an exception in that it
provides for significant, specified implementation measure#\s noted
above, state telecommunicationsawsand rules are subject to federal
preemption under thelT elecommALct.

Also noteworthy is35-A MRSA sec. 7101-A that creates a “right to
privacy” for telephone subscribers that, at a minimum, entitles subscribers
to limit dissemination of their phone numbers.

Rates

The MainePUC hasbeen responsible for settingntrastate rates both for

customers’ use of and service providersaccessand interconnection to
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Maine’s telecommunications network. Asoted above,the FCC will be
assuming a significant role regarding estdshment ofintrastaterates,
although the extent of that role iss yet undetermined, pending completion
of the FCCrulemakingsnoted above and any subsequentappeals and
modifications. Maine's telecommunications rateare discussedin Part 1V,
below.

Maine has set several rate requiremds by statute. First, state law requires
that hearing and speechimpaired persons receive a 70% discount on
intrastatetoll rates. 35-AMRSA sec. 7302, subsec.1. Ingeneral,

Maine's telecommunications laws show somavarenessof the needs of

those whose disabilities require special equipmentSecond, mandatory

local measured service (billing telephone subscribers based on tiee and
duration of local calls they make)s prohibited and the Maine PUC must
“preserve traditional flarate telephone serviceat aslow a cost as possible,
allowing for unlimited local exchange calling for a single monthly fee as the
standard phone service ...” 35-A MRSA sec. 7303.

It bears reiterating thatspecific elementssuch as the incumbent’s “revenue
requirement”, policies and assumptions underlyinige Maine PUC’ s rate
making actions must comport with th&elecommAct and any FCC rules
implementing the Act.

Universal Service

Asthe dorementioned state policies indicate, universal serviceis a central
theme of the State’ s approach to telecommunications issued.ocal
exchange carriers are, in fact, required to conduct outreach to increase
low-income persons’ use of available universal service program3s-A
MRSA sec. 7104. The federal government currently subsidizes universal
service to qualifying low income and rural persons.

Public access to electronic information resources
(LD 828, PL 1995 c. 631)

Thisrecent state law identifies several means to achievement of ipslicy
aim: providing affordabl@ccessto on-line information through Maine
schools and libraries to all Maine communitied$vi ost notably,the Maine
PUC "may" requirdntrastatetelecommunications carriers with 100,000 or
more lines(currently, onlyNY NEX) to spend or forego up to 1.5 % of its
intrastate revenues on measures toensurequalifying libraries and schools
accessto computer network informatiorn(presumably Internetaccess.
Currently, onlyNY NEX meets this definition. The law also provides that
any amount collected to this end will offset the amount otherwise owed
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under anyintrastate Universal Service mechanisithe PUC may develop.
The PUC's authority to take these actionss repealedFebruary 1, 2001.

Thelaw also retroactively authorizes the PUC to requir®’Y NEX (or any
telecommunications carrieexceeding 100,000accesslines in Maineprior

to 1997) to allocate $4 milliorin each of the next 5 years to a fundhat the
PUC will administer to help offset school and library costs associated with
the accessNY NEX is providing.

Land use

Installation of utility lines and towesitingsin Maine is regulated by the
State environmental and land use lawss well as local ordinances
Applicability of these lawslepends on the size and location of the project.
In the organized areas of the State, projects involving routine placement of
individual cables, utility lines and comparable infrastructure are often
eligible forthe MaineDepartment of Environmental Protection’ §DEP)
permit by rule program.(ME DEP Rulesch. 306.) Larger projects, or
projects potentiallyaffectingresource areas of particular concern, may be
subjectto regulation under the Site Location of Development Aeind
require an individuaNRPA permit. Local ordinances, under the State's
ShorelandZoning Act and the National FloodnsuranceProgram as well
as zoning and other local controls, are also applicable.

In the unorganized territories, the Land Use Regulation Commissisn
(LURC) land use standards, implementing the agency's comprehensive
plan, govern siting of telecommunications infrastructure, such as
installation of towers and fiber optics cableL URC'sstandardsare
designedto direct development to appropriate areas andin general

protect ecologically sensitive and aesthetically valuable resources. State
law provides for cooperation oDEP and LURC in permitting projectsin
LURC territory.

Taxation

Businesses providing telecommunications services in Maine are subject to
sales and income taxes and taxes on real angersonal property.

Telephone, cable, wireless, and other telecommunications services are
each taxed somewhat differently under current state law. This section
provides a brief outlinef some of the main features of the State's tax
policyasit applies to telecommunications businesses.

In general, the State taxes two-way, interactive telecommunications

property and activities differently than other communications. Certain
paging services and direct broadcast television are examples of
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telecommunications businesses that sell non-interactive services and thus
are not subject to the telecommunications tax. Businesses engaged in
interactive telecommunications are subject to the State
Telecommunications Personal Property Tax" on equipment used for
two-way, interactive communicationsln the case of acellulartower, for
example, an antenna on the tower used to send and receive signals would
be subject to the tax whereas the tower itself would not be. Thistax
generated about $28.5 million in FY 1995.

Towers and other buildings and lands used by telecommunications
businesses are subject to local property taxes. As noted above, cable
operators pay a municipal franchise tax whereas otheproviding
telecommunications services, such as basic telephone servi@ge exempt
from franchising costs.

Maine's 6% sales tax applies to sale aftrastate (basic exchange and
intrastatelong distance) telephone services, as well aand user access
charges* Interstate long distance calls are subject to federal tax. Sales
tax applies to two-way interactive cellular telephone service in the same
manner as plain old telephone service (POTS). By contrast, the sales tax
does not apply to the access charges paid by an interstate long distance
carrier, e.g., AT&T, to the local exchange carrier, egNYNEX, for use of
the latter'snetwork to transmit and receive long distance calls36 M RSA

section 1752, subsection 18-A (defiition of "telephone or telegraph

servicé'.) Thistransactionwas consideredaretail sale, and subject to

taxation, from 1984 to 1988.1d. Basic cable service, asits definedon a

service area byservice area basis isnot subject to sales tax although a

sale of enhanced servicesis.36 MRSA section 1752, subsection 17-A

(definition of “taxable servicg)

Maine's telecommunications industry has changed dramatically since the
adoption of a telecommunicationgersonal property tax in 1987. What
was once an industy of wire basedcarriers providing primarily voice
transmissionhas been replacedby new technologies such as microwave
transmission, cellular services and satellite data transmission. Today
electronic commerce, including transactions occurring over the Internes,
consideredroutine. Cable television operators are planning to offer
telephone service and phone companies are entering the cable business.
Maine'stax code, however, has often failed to keep pace with technology.

Maine’ s tax code is currently under review in light of emerging laws and
technologies, and will be an important aspect of Maine’'s economic
development policy.

* Thisend user chargeis an amount paid to alocal exchange carrier to enable the caller to make
interstatelong distance phone calls.
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Pole Attachments

Pole attachment concerns the ability of a cable operatasr other
telecommunications carrieto use, for areasonable fee, existing telephone
or utility polesto string the lines needed to provide its service. Maineis
one of 19 states "exempt" from the FCC's jurisdiction ov@ole

attachment. Federal law allows for this exemption where the States
certifiesit has a specific legal means to resolve potential disputes regarding
the right of and compensation forpole attachment. Under Maine law, the
PUC is empoweredto resolve these disputes and devel ogquitableterms

and conditions of attachment where private parties have failed to do so
through negotiation.See 35-A M RSA sections 8302 and 711.

Pole attachment rates may become more significant as cable companies,
electric utility holding companies, and telephone companies increasingly vie
for the same markets. Theissueof poleattachment prices as aneconomic
barrier to competition is ofconcernto cable companies seeking to expand
into new areas or marketghrough the use of polesowned by telephone or
electric utilities. The cable industry suggests that although the national
average rate for a solely ownegoleis under $5 perpole Maine's statutory
formula may yield goer pole price threeor four times greater than that.
Their previous pole attachment contract having expired, a number of cable
companies that do business in Maine are reportedly currently negotiating
new rates withNYNEX.

V. TELECOMMUNICATION RATESAND CHARGESIN MAINE

A.

Summary

The purpose of this section is to provide a summary of Maine's
telecommunications rates for business and residential customesisd access and
interconnection charges for telecommunications carriersThe staff of the Maine
Public Utilities Commission provided much of the quantiitae information
presented here. The numberspresented here are approximate and offered to help
identify areas where more detailed analysinay be neededto assess the impads on
rates or interconnection charges ofncreasedlocal competition or an expanded
Universal Serviceconcept.

®> Generally speaking, access rates refer to the wholesal e ratesj by interexchangecarriers of

long distance service, e.g., AT& Tfor use of theL ECsnetwork to originate, transmit, or

terminate calls Interconnection rates, yet to be developed in Maine, refer to the rates competitors
must pay theL ECsto provide local exchange calling servicesTI here are also intrastate access
charges under chapter 280.
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The following are the major preliminary findings regarding Maine's
telecommunications rates and charges discussed in more detail in the sections that
follow:

1. Universal service

* Theaverageloop cost for telephone service in Maines among the 10
highest in the country: $337.46 as compared with a national average cost
of $248.29, based on 1994 data. The averageprice for basic telephone
service, however, only covers approximately one third of the loop cost.

* Asnoted above, the Maine PUC has joined other rural states' regulatorsin
formal rulemaking comments tohe FCC urging a substantial increase in
the Universal Service funding. If thisview prevails, the increase could
resultin rate relief for retail users by furnishinginds to pay for embedded
network costs, a portion of whichwere incurredto ensureUniversal
Service.

2. Service rates for intrastate long distance

* Mainehas arange of availble retail rates. The rate available to a given
customer is largely afunction of the volume ahinutes the customer uses
although heavily discounted calling pha are available only by subscription.
The deepest discounts are available for residential and business rates only
through accepting restricted calling hours or enteringuulti-year, minimum
charge contracts, respectively

* Theratesfor Maine's largat business consumerg of which there are about
50 to 100, are among the lowest in the nation;

* Therates available for the great mgjority of Maine businesses (small and
medium users of telecommunications services) are well above the national
average;

* Maine'sresidential rates forintrastatelong distance are well below the
national average for high volume userand well above the national average
for small volume usersand

* Thereisalack of readily accessible public information needed to determine
precisely the number and geographic distribution of customers paying each
of the several available rates.

3. | nterexchangeaccess charges

* Maine'saccessrates are higher than the national average The national
average access chargds approximately centgdminute In Maine, the

® Theterms "large" and "small" and the like are used in this section for both business and
residential customersto refer to their relative monthly volume of calls.
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accesscharge ranges from 12 to 32 centsdepending on the volume of use
(number of minutes) by the ultimate retail customer.

4. | nterconnection charges

* Underthe TelecommAct, incumbet LECsand potential competitors may
through negotiation mediation or arbitration, arrive at intercomection
rates for local exchange service, previously a monopolized business. A
PUC must approve these agreements. The FCC has review and approval
authority in the event the state PUC fails to adn atimely manneias
provided by theTelecommAct. AT&T is currently negotiating with
NY NEX regarding interconnection in Maine, as well as the other New
England states and has filed for arbitration onrterconnection ratesin
Maine with the PUC. About twenty other providers are also negotiatjn
with NY NEX. -Note- Maine PUC has now completedNY NEX/AT& T arbitration.

B. Maine's Approach to Establishment of Telecommunications Rates

In common withother states, Maine's telecommunications rates reflect policy
choices and priorities, some of which are statutory and some of whiehe
determinedby the Maine PUC implementing legislative priorities or delegated
authority. This section outlines the major policy considerations that account for
our current rate structure. It isimportant to emphasize again that th@ elecomm
Act and the FCC'srulemakingsregarding irterconnection local competition
accesschargesand Universal Service mayecessitatefundamental changesin
Maine's approach to settingetail customer rates andwholesalecharges.

Maine has historically taken a"cost plus" approach to setting rates for
telecommunications services.Thismeans thatin the course ofa formal rate
making procedure, the PUC examined and evaluated a telecommunications
carrier's variable and fixed costs of service, deterined the total "revenue
requirement'’, and developed a schedule of prices (tariffs) that the carrfemay
charge for services, and in this way assign costs amordjfferentcategories of
services andcustomers.

In 1995, the Maine PUC adopted a "price cap" approach to settingates for
NYNEX's"core services, such as basic exchange and toll services, for the next 5
years. SeeMEPUC Order # 94- 123 (Re: Regulatory Alternatives for NET).
Under thisprice cap approach investors assume additionatisk and enjoy

" The "revenue requirement” is basically the amount of revenue needed to cover PUC approved
costs and a return on investment (about 10%) related to the cost of capital to the carrier.

8 In Maine,NYNEX has made $203 million of the $241 million in privafiee. nonpublic sector)
investment in telecommunications plantNY NEX enjoys about 90 to 95% of the itrastate long
distance market.
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additional opportunities for rewards compared with the previous rate making
approach. Thisprice cap approachdecouplesrate making for individual network
elements from changes irthe company’ scosts.

Maine'scurrent rate structurefor intrastate toll servicehas been basedon the
concept that customerswith the most elastic and largest demand pay the lowest
rates and those with limited and inelastidemandpay the highest rates. Thdength
of acall, the distance between parties to a call, the time of the call, and the caller's
monthly volume of usage are the primary factors that determine the price aMaine
customer pays forintrastatelong distance telephone calls.

Rates for local callingare pricedon aflat basis andare held by law, to the lowest
cost asis possible.

Consideration of the caller's volume of usage points to a fundamental feature of the
rate design. Mainerates are set inamanner that discourages high volume
customers (telecommunications intensive businesses) from leaving theC's

network, i.e., the ratesare meantto ensurethat it is less expensive to pajNY NEX

or another local carrier than build one's owsystem. In addition, if these rates are
not low enough,NY NEX can negotiate with the customer on an individual basis.
However, some maintain this approach may inhibit competition.

Embedded cost has been a significant consideratn in setting telecommunications
rates and interconnection charges. The manner in which these investmentsy be
consideredin establishing rates pursuant to thd elecommAct is currently a hotly
debated issue. For much of the latter half of this century, Maingsed "net book
value" (original costless depreciatiorn), as opposed to fair valueto determine the
depreciation and present value of network investments for rate setting purposes.
Maine used net book value to figure depreciation during the 1970's when much of
today'sstrandabl einvestmentwas being made Accordingto PUC staff, Maine
moved to original cost depreciation (basing the present value of telephone plant on
the original amount paid as opposedo an annual assessment of the fair value of
that plant) in the 1950's in response to consumer complaintbat the fair value
approach over valued these assets and thus was leading to higher ratesronically,
due to the pace of technological development, the reverse may be true today: the
interests of small to medium business and consumergould likely be better served
by a"fair value" approach.Some may argue, however, that raking this change
now couldgive rise toregulatory takingsissues, as applied to plant currently
installed.

C. Potentially Strandablel nvestment
Maine'stel ephone utility langrants "a reasonable opportunity to earn afair

return on the investment necessary to praide telephone serviceé 35-A MRSA
section 9103, subsection 6. Implementing this statutory provision (the
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"aternativeform of regulation” orAFOR), the Maine PUC capped\NY NEX's
rates subject to inflation. How this cap willaffect future NY NEX infrastructure
investment is not yet clear, but iINYNEX's costly 1970's and 1980's nvestment
were paidfor, the companywould be leftwith alower cost infrastructure for the
provision of basic service The extent to whichNY NEX may recover its
investment through wholesal e interconnection anatcessrates, will likely be
debatedin proceedings before the Maine PUCSomemaintain that if Total
Element Long Run Incremental Co{TELRIC) is used to developaccessand
interconnection rates certain investments in infrastructure, for which this paper
uses the term “potentiallystrandableinvestment,” may prove unrecoverable.

The strandabl einvestment® issue arises because telecommunicationsis an
industry for which costs are in decline The forward looking unit costs to add
capacity to serve increases in demand are significantly lower today than in the
past, due to technological advances. For example, changes in fiber optics and
related digital multiplexing equipment have made the per unit costs of adding
transmission capacity much lower than under the prior aog, copper technology.

Declining costs, coupled with the simultaneous opening of much of the arena to
competition, may place Maine telephone companiesin an awkward situation. 1f
Maine's present public switched network were rebuilt "from scratch” using today's
technology, it would cost but a fraction of the network's original cosfThe
difference between the net book cost of the network and the replacement cost of
the network is a measure of the potentiallgtrandableinvestment. This
difference, if it exits, poses a fundamental policy question: who must pay this
difference?

As they approach thisissue, policy makers are likely to be presented with two
divergent views on the nature and significance of the potentialgrandable
investment issue. According to one school of thought, the notion of "stranded

° The stranded investment, or rate base overhang, issue facing the electric utility industry isin
many ways different than that faced in the telephone industry. First, in terms of magnitude, the
issue facing electric companies appears much larger: the stranded investment for some companies
may be as much as three or four times the total equity in the company. Second, contracts with
"non-utility generators'(NUGSs) account for much of the stranded investment problem, at least in
Maine. Thereis no equivalent in the telecommunications arena. Third, virtually all of the
stranded investment for electric companies relates to generation, as opposed to transmission and
delivery, facilities. Thereissimply no parallel in telecommunications; telecommunications
infrastructure is by its nature much more comparable to transmission and delivery systems.
Lastly, Wall Street's assessment of the future for electric utilities companies in general appears far
more bleak than forRBOCs. Bond rating agencies have warned buyers away from electric utility
bonds due to the risks and uncertainties posed by thetrandabl einvestment issue, and stock

prices for many utilities have plummeted.
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investment", in the telecommunications context, is an unproven and theoretical
notion. The reasoning underlying this point of view rests on the following points:

competition will not result in a significant amount of existing plant

becomingunused and useless, i.e., incapable of generating afair return on
investment, but plant will remain useful for wholesale as well as retail
purposes;

in some instances, the reproduction cost of atelephone company's
network may actually exceed the historic costs now on the books;

competition may result in anet gain of customers for incumbent local
exchange carriers rather than aloss of customers, and entry into new
markets, such asinterexchangelong distance, as allowed by th@ elecomm

Act will provide new revenue sources to offset any losses related to
embedded cost recovery.

The other school of thought on thestrandable investment issue, that thereisin fact
areal issue here and that telphone companies are entitled tdull recovery of
network investments, rests on the following points:

state and federal Universal Service and other telecommunications policies
required local exchange carriers, as carrierof last resort, to make certain
network investments and to provide service or a certain level of quality.
Denial of full recovery of investment made to satisfy these requirements
would be aregulatory "taking";

those who use the local loop and other network elements owned by local
exchange carriers, for example to terminate or initiate long distance calls,
should in fairness be obligated to pay for the embedded costs of the

network. Rates for interconnection or access that did not allow for

recovery of these investments would provide an unfair and artificial
competitive advantage that would undermine local carriers financia
ability to provide quality service;

competition, fostered by interconnection or access rates that fail to account
fairly for embedded costs, would result in significant amounts of spare
plant that lacks economically viable uses.

Wall Street's generally optimistic assessment of the financial outlook RBOCS,
and the performance of their stocks, provides one measure of the degree of risk
that the RBOCsface as competition emerges.

D. Basic Service: Local Calling and Universal Service
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As noted above, Maine law makes low cost, flat rate basic telephone service a high
priority. (35-AMRSA sec. 7303.)° The size of local calling aregsand the

number of parties one can reach with alocal, non-toll call, varies widely across the
State. Some local exchanges are limited to one or two communitiedY NEX's

rates for local service in Maine range from about $9 to ®lper month*

According to information compiled by the FCC's Joint Board, in Maine in 1994 the
statewide average fixed cost per looff (non-traffic sensitive revenue requirement)
was $337.46 per year, or about $28.12 per month. The national average was
$248.29, or about $20.70 per month. Thus, Maine's averagaer loop costs are

about 33% higher than the unadjusted national average. (See footnote 3 above

and figure 1 below)

Figurel

Average Annual Cost Per Local Loop
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Information from NARUC. Unseparated NTS Annual Revenue Requirement Per Loop by State.

L oop costs in Maine range from well below $100 per year to well over $500. The
amountsvary directly with population density, distance from urbanized centers,
and geography. For example, the cost to serve island communitieand long
peninsulascan be extremely high.

Theaverageloop costsin Maine steadily increased from $293.55 in 1990. Not all
states exhibit the same trend; in some, this cost declined.
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85-A MRSA sec. 7303, which precludesnandatory "localmeasured service" (basing the cost

ocal calling on the volume of calls made, as isdltase with long distance), is citizen initiated
slation enacted by statewide referendum vote.

Many independent phone companies have adoptddY NEX'stoll rates as their own following
PUC’s 1994 local calling arearule, and receive revenue for an imputed shareNoY NEX’ stoll

Thelocal loop isthe wire (usually copper twisted pair) that runs from the customer to the
tral office where switches route the call to its destination
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As these figures siggest, basic telephone service in the more rural areas of Maine
is"subsidized", in the lay if not strict economic sense of that term, by the ratesin
more urban areas and to some extent toll ratesActual costs of services are
significantly lower in more densely populated areas.

With a statewide average basic servicehargeof about $10 ($120 of annual
revenue), nearly two thirds of the statewide average loop cost of $28.12 per month
($337.46 per year)must be recovered fromsources other than charges for local
service. Part of thisrecovery isin the form of "high-cost assistance” from the
Universal Service FundqUSF), funded by intrastate charges onnterexchange
(long distance) carriers, such as MCI, and administered by the FCC to further
national universal service objectivesMaineisto receive $7,333,716 itUSF
paymentsin 1996. NYNEX, which serves 600,906 loops, is to receive
$3,212,233 (about $5.36annuallyper loop). Mainés next largest recipient of the
USF subsidy is Maine Telecommunications Groupnc. (made up of five local
telephone companies formerly owned b TE) serving 49,074 1oops. Maine
Telecommunications Group, Inc. willeceive $2121,431 (about $43.23 per loop).

The Universal Service rulemaking now pending at FCC may significantly affect the
types of services local carriers are obligated to provide as well as the federal
contribution. An ncrease in federal Universal Service fund support is one option
under consideration as the FCC reconsiders the level Universal Service. In
Universal Service proceedings now before the FCC, Maine PUC maintains that the
Telecomm Act's requirements of "just, reasonable, and affordable rates", and of
comparable rates and services in urban and rural areas support the argument that
significant increases in the level of funding for Universal Service are needed to
meet the purposes of the 1996 Act.

Intrastate L ong Distance

This section outlines the range of intrastate long distance rates paid by Maine
business and residential customers, and compardkese rates with those in other
states. Although it might prove useful in evaluating policy options to
enhance local competition, information concerning the number, geographical
distribution, and revenue generated from customers in each rate category (business
and residential) idikely to beproprietary. The Maine PUC does have information
that shows the number of minutes charged for each category. Also, some
customers negotiate more favorable rates than those referenced here. Some of
those contracts are proprietary.

1. Residential Rates
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Figure2 shows the range of rates paid by Maine residential customers.
The dolla amounts on the X-axis depict the customer’s monthly intrastate
long-distance hill

Figure 2

Charge for a 5 Minute - 50 Mile Day Call in Maine (Residential)
$2.00

$1.50
$1.00
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$0.00
Monthly Charges <$15 Monthly Charges$30-45 Pine Tree
Monthly Charges $15-30 Monthly Charges >$45

IC illustrating Maine's 1996 volume based rates. Pine Tree is an off-peak calling plan a\

Theintrastate long distance rate¥ paid by Maine residential customers
range from 9 to 62 cents per minut®. There are several possible
residential rates under theNY NEX tariff and through available calling
plans. The volume ofminutesa customer usesisakey factor in
determiring the rate for whichthe customeris eligible. Thenitial $10.85
flat charge for the first two hours and the subsequerf2 cents per minute
rate thereafter is advantageou$® to customers who make more than
approximatel y$10/month(about 1/2 hour) of intrastate long distance calls
per month. The range of rates on the higher cosendis a function
primarily of the costs embedded in the network being used.

Although the PUC does not have precise figures on the averageimber of

long distance calls Maine customers maker the distribution of customers

among the several rate options, the following characterizatiomsit forth by

PUC staff may be useful:

* A significant portion of Maine customers make no tolls calls each
month.
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he rates discussed here are those authorized foNY NEX, whichprovides local exchange to
ut 85% of Mainetelephone customers. Indeperdent phone compares servingpredominanty
Al areas have generallydenticalrates. Attachment 1is a map showing the service areas of
ine'slocal exchange carriers.
IYNEX's"Pine Tree State Service, available to the company's residential customerspsts
).85 per hour for the first two hours of service, plus 9 cents for each adtbnal minute. Pine
e Service discounts are available only for calls made during off-peak periads,, times other
n 9 AM to noon and 6 PM to 9 PM on week days.

customer must requestPine Tree State Service from the customer'slocal carrier. A
tomer's rates do not automatically dropo the Pine Tree or other discount ratesas calling
ume increases. Maine's rates are thus implicitly dealing block rates.
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* Another sizable portion make few toll calls each month.

* Under Main€'s rate structure, these low volume customers expend
relatively few dollars each month for toll calling even though the per
call rate they pay is high.

Chart 1 (attached at the end of this paper) adapted from information
prepared by AT& T, provides a comparison of Maine's intrastate residential
toll rates withthose of other states. Thetable compares Mainks
undiscountedrate schedule ( 54 cents for the initial minute and 33 cents a
minute for the additional four minutes for a5 minute, 50 mile daytime call)
to the single rateschedulemost other states use. Maine's lowest available
residential rate the 9 cents per minute Pine Tree Serviceconomicalfor
moderate and high volume usergs also shown

Business Rates

Figure3 shows the range of rates paid by Maine businessesl he dolla
amounts on the X-axis depict the monthly intrastate londistance bill of a
sample business There are deeper discounts available under th@utward
Toll Calling Plan (OTCRP)but this graph employs the lower tier to reflect
small business usage.

Figure3

Charge for a 5 Minute - 50 Mile Day Call in Maine (Business)
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sased rates. OTCP is a calling plan available by subscription from NYNEX. The range of discounts offered under OTCP

Maine businesses are subject to a great variance of rates. For example,
rates for businesses that are not party to a minimum one year contract with
NY NEX are among the highest in the country. By signing contracts with
NY NEX, businesses can significantly decrease those rates. TI@TCP rate
offered byNYNEX is based on a sliding scale involving the length of the
contract (one to three years) and the volume of calls (businesses must
guarantee a minimum of 2,400ntraLATA minutes per year to be eligible
for the initial OTCP discount). The discounted Maine rates are still
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somewhat high at the initial discounted rate, but any high volume business
with athree year contract will receive arate among the best in the country.
As withnon-businessrates, calling volumeand subscription plan are the

key factors affecting the rates a business pays. A smabusiness (in terms

of telecommunications usage) pays the same rates as residential customers.

AccessRates

The access charges are the wholesale rates tel@mmunications carriers pay to
LECs, in Maine primarilyNY NEX, to carry their customers' calls over thd.ECs
network. There are two typesof access chargesin Maine. Thefirst is set by the
FCC forinterLATA services, and the second is set by the Maine PUC dealing with
intraLATA services. FCC has announced that it will be revising thieterLATA

(e.g. AT&T and MCI) access rates by the Spring of 1997. At thistime, it is not
completely clear how and if this FCC action may affect PUC established
intraLATAT ates.

Accesscharges are estimated toequal as much as75% of interexchangecarriers
costs, and a correspondingly significant percentage of local exchange carriers
operating income. Thischarge may bea significant cost factor affecting
competitor's decision to enter and ability tosucceed in Maine markets

The complexity of the Maine PUC's scheme for assessimgtraL ATA access

charges reflects the complexity of the network itself. In general, these cost

elements can be broken down into three categories:

* non-traffic sensitive common line chargest at going forwardeconomic cost

* traffic sensitive charges set agoing forwardeconomic cost, and

* thedifference betweerthese going forward costsand embedded cost (rate base
overhang).

One can think of these charges as a series of toll gates along atoll road. The

access shedule provides for a"toll" for each element of the network used in

carrying traffic, i.e., there is a separate charge for each switch, trunk line, etc.

Figure4 providesa comparison of Maine's access rates with those of other states.

Figure4
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Total INTRAlata Carrier Switched Access Charge by State (Per Minute)
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INTRAlata Carrier Switched Access Charge by State (Per Minute) -- Information from ATT & Maine PUC (MA & RI Peak Rate) Assume

Amongthe states, there area variety of dfferentschemes for calculation of

intraL ATA access charges. Different states allow different costs to be recovered
through this charge. Most statesaccesscharges are designed to recover boolor
embeddedcosts for traffic sensitive elements.In contrast, Maines access charges
use marginal costs to recover traffic sensitive elements and the residual revenue
requirement not captured througtthose traffic sensitive charges to determine
common line charges.

Although on average Maine's access rates are well above those in other states, asis
the case withintrastate toll rates, some of Maine's rates are significantly higher

than those in other states, and some are lower.(See Graph 1 at the end of this
document) Rates that are too high may deter competitors from entering certain
market segments. Well over100 businesses have petitioned the Maine PUC for
approval aslong distance service providers; ast of these petitions have been
granted. In addition, the 1996T elecommAct, as implemented by FCC, may
require changes tointerLATA rates. FCC actions may have some bearing on
Maine sintraL ATA access rates, either directly or indirectly, aswell.

Maine's acess chargerecovers both traffic sensitive and common line
charge/non-trafficsensitivecosts. It isimportant to note that, if only going
forward economic costs were allowed to be recovered, arguably less than half of
the LECsinvestment would be recoverable through these charges. This
circumstance is due in part to the pace of technological development: major
investments have become obsol ete before they arfellly depreciated

The embedded cost of toll servicein Maine is about 26 cents per minute. Given
technological advances, thenarginal cost of that servicemay be as low asl cent
per minute. Who pays for this discrepancy involves magjor policy considerations.
Some states, such as M assachusettshave essentialy divided this cost pro rata
among all customers, who pay flat rate plus additional per minute charges for toll
service. Maine rates account for this difference by linking rates to volume obgs
as outlined above, and allowing recovery of a portion of the investment this
represents through access rates. Interconnection charges are another potential
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V.

source. Finally, arate structuresubject to constitutionaltakings' constraints,
could allocateall or a portion ofthis cost to theL ECs stockholders.

NOTE -- Maine PUC has recently opened a docket to revise Chapter 280, which
establishes access rates.

I nter connection Charges

As noted above the TelecommA ct and its FCC implementing ruleaim to
establish a national regulatory framework that swiftly opeiaH
telecommunications markets, including local service, to competition. The Act
does thisin part by requiring. ECsto enter into good faith negotiations to arrive
at agreements for interconnection ensuring that competitorsin the local service
markets have access to customers. Statd®’UCsmay be called upon to artirate

one or more aspects of these agreements, e.g., pricing. Competitors' right to
"unbundled access’, guaranteed under th&elecommA ct, means that a carrier may
connect to the network at any point and pay only for those network elements
actually used.

In concept, interconnection charges are the rates local service competitors would
pay to the incumbent_ EC (primarilyNY NEX in Maine) for network functions,
such as switching, that they cannot economically construct themselves. For
example, a cable operator entering the local telephone service market may buy
switching as an unbundled network element and use its own cable wires to carry
phone calls to its customers.

AT&T (and anumber of other potential competitors) antllY NEX have been
discussing the terms of aregional interconnection agreemerand AT& T has filed
for arbitration with the Maine PUC.Pricing issues may be approached on a state
by stde basis. Asdiscussed in the regulatory framework section, above, the FCC
has recertly deciced the types of cost considerations that may go into
establishment of interconnection ratesin addition, the FCC has established
default prices that states can use instead of employing the mandated methodol ogy.
Keyissuesin this FCCOrder, in whichthe Maine PUC may well faceinitsrole as
arbitrator, concern the extent to which these rates are to be based on "actual costs"
of providing interconnection (i.e., set without reference to revenue requirement
and embedded cost concerns) and what effects this approach may have on
recovery of network investments

NOTE -- The earlier referenced andecent stay of the FCC interconnection order
by theU.S. 8th Circuit Court of Appeals has impacted on this process.

STAKEHOLDER GROUPSAND RECENT INITIATIVES
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A. Stakeholder Groups

1. The Maine Project
The Maine Project, a partnership for Telecommunications and Information

Technology Planningwas a collaborative effort by Maine citizens

finarcially supported by theJ.S. Department of Commerce, the

University of Maine system and the Maine Public Broadcastingsism.

The projectwas designedto develop a strategic planning capacity to

address the state’ s telecommunication and information infrastructure needs
comprehensively and for the long term.

Membership in the Maine Project stretched across all types of users and
providers of services. Tlese individualsvere broughttogether to express
their visions and to express goals anghrinciplesthat should guide the
evolution of telecommunicationsin Maine. ThHdaineProject pledgedto
actively encouragethe application of their recommendegrinciples goals
and strategies, the full list of these being available in the 1996 Final

Report of the Maine Project. Included in thislist were the following

goals:

All Maine municipalities and their citizens will have equal, affadable,
and, when desirable, public and privately supportedccessto information
services that meet their social, business, educational, health care, civic
and quality of life needs.

Maine will promote broad citizen participation in the development, use,
and evolution of its telecommunications system, overcoming barers of
distance and isolatia, cost, and user inhibition.

The Maine telecommunications system must help Maine citizens and
businesses acquire the information-age problem-solving skills needed to
enhance their competitive position in the global economy.

Educate and train all current andorospectiveusers in the knowledge and
skills needed to take full advantage of existing and emerging
telecommunications and information technologies.

Maine will maintain, by means of legislation and regulations, an
appropriate balance between theightsof confidentiality and privacy and
theright to obtain information. Policy makers, providers, and users will
take joint responsibility for promoting the continual development and
appropriate use of telecommunications for the common good.

The MaineProject proposed several other several other recommendations
that can be foundin the report, including
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. The Maine Project defines universakccess*to be the ability to
connect from home to communications links that will support an
individual’s basic needs. Those needs inclugecessto health,
safety, educatian, and information services. The ultimate purpose
is a mutually supportive and healthy community.

. The MaineProject recommended nineteen actions State
government coud undertake to further the expansion and
efficiency of telecommunications technology in Maine.

. The Maine Project outlines a series of actions thatan be
undertakento expand existing and encourage the growth of future
community networksin Maine.

Janet Waldron, Commissioner of the Department of Administrative and
Financial Services, served as Chair of the Project. Michagingel akisof
State Cable Television served a¥iceChair. DonaldNicoll served as
Project Director.

The Maine Telecommunications Forum

OnMay 1, 1995, the Maine Telecommunications Forum published its
report, Maine's 21st Century Telecommunications NetworkA Blueprint

for Action, which included "a serie®f recommendations to Maine policy
makers on the principleshat should guide our transition into the
information era." The recommendations presented in the report represent
the consensus of a diverse group of 22 people who worked together over a
10-month period researching the issues surrounding the rapidly changing
telecommunications field. The proceswas facilitatedby Goslineand
ReitmanDispute Resdution Services, the reportwas writtenby Caron
Communications, and the effortvas underwrittenby NY NEX.

With the expressed goal ©f:

e creating new, sustainable, quality jobs

* improving and making more efficient our education and health care
systems

e supporting rural development, and

* recreating government to further connect Maine citizens,

the Forum developed five primary recommendations for poliayakers

consideration:

|. PROMOTE OPEN AND FAIR COMPETITION IN
TELECOMMUNICATIONS

We should commit ourselves, as a stateto the introduction of
real competition in telecommunicationswhile protecting both
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consumers and competitors from unfair or inadequate
competition.

PROMOTE AN ADVANCED INTERACTIVE NETWORK

Maine should commit itself to the goal of an advanced
interactive network that will reach to all corners of the state
and will ensurethat Maine is among the leading statesin
telecommunications.

BUILD THE FOUNDATIONS OF THISNEW NETWORK
WITHIN THREE YEARSWITH PRIVATE INVESTMENT
AND PUBLIC SUPPORT

The first stage of that new network, and its foundations, should
be to connect Maine towns and cities to an advanced
interactive network within three years.

. LOWER PRICES AND EXPAND CHOICES

The national experience with introducing competition in long
distance telephone calling brought greater choice and lower
prices. The same can be true in Maine with competition in
in-state telecommunications.

AVOID INFORMATION"HAVES' AND "HAVE-NOTS'

Maine should support the creation of annformation safety net
ensuringthat all Mainers- urban or rural, north or south, rich
or poor, disabled or able- will haveaccessto advanced
telecommunications through a nearby publicly accessible
library, school or town hall.

The work of the Maine Telecommunications Forum culminated in the
summer 1995BlaineHouse Conference on Telecommunications where the
recommendationswere presentedto the Governor and Maine citizens.

M aineTelecommunications Council

In May 1996, the Maine Telecommunications Council began its work of
"improving Maine's telecommunications network, expanding
telecommunications use and promoting telecommunications-based jobs."
A 35-member steering committegncludingmany of the individuals or
institutions who participated in the Maine Telecommunications Forum
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explained abovewas formedand includes diverse representation from
business, government, non-profits, education and providers.

Though no formal reporthas been issued this stakeholder group has been
meeting monthly and has articulated its goals as beirg:

* improve communications and cooperation among telecommunications
activitiesin Maine,

* provide a forum for open discussion of different points of view on the
ways in which Maine's telecommunications and information systems
can best serve the state's social, economic and community needs,

* provide information to the public about telecommunications,

* advocatefor the implementation of broadly distributed, advanced
telecommunications and infor mation systems.

The Council welcomes and encourages citizen participation.

4. Community Networks

A number of Maine communities have organizegiassroots end user
oriented efforts to bring someof the advantages of the information age to
schools libraries, and homes.Most of these local efforts arein the
northern half of the State. Manyare builtover cable rather than telephone
systems. Participating communities whose netwks are cable based seem
well satisfied with the band width and rel ateaccess speeds desired at the
price.

Two notable local network initiativeare basedin Aroostook County.
Eco-2000, the more long standing of the two, is the product of cooperation
between local schools and the local cable system. School instructional and
business servicesare sharedover the network alongwith other information
of interest to the participating communitiesThe Atlas project centered in
the Presquelsleareais similar irconcept.

Thereare also school based local networks operating in Brunswick,
Bethel, and Greater Waterville. The local cable provider in Brunswick
and Watervilleplays a significant role in furnishing network services to
participating schools. TheBethel project involvesGould Academy as well
as a number of members of this western Maine communityn
Washington County, there is an effort underway testablisha community
network. Collaborative efforts are also underway through the Maine
Telecommunications Partnership Project anthrough the Economic
Development District - Center for Businesand EconomicResearch
initiative atUSM.
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Recent Initiatives

In a state as geographicallydispersedand rural in nature as Maine, the evolution of
telecommunications technologys viewedby some as having the potential to be the
"great equalizet” breaking down the barriers taeconomicdevelopment and
educational equity thathad once been constructedby distance Over the past two
years there have been a number of initiatives to provide statewi@ecessto both

the basic information technologyaccessto the Internet) as well as the advanced
technologies, such as ATM (AsynchronaiTransfer Mode, whi® is abroadband,
digital transmission method thashouldallow voice communication, higispeed

data transfer and two-way interactiverideo (Note- the switching of voice
communicationssnot yet mature for ATM; however voicean be carriedas part

of ATM traffic). Many of the initiatives aran part aresult of the

recommendations of the Maine Project and the Maine Telecommunications Forum.
The effortshave been spearheadetby the Maine Departnent of Education and the
Maine State Library, working closely with the Administration, the Legislature, the
Public UtilitiesCommission and the various telecommunicatiomproviders

Theresult of these efforts is noteworthy. By June 1997, everschool and library
in Mainewill haveaccessto the Internet and 5 years of free Internet services.By
December 1997, every high school in Maine will have the opportunity to access
ATM network, which will allow for two-way interactive video, audio and
high-speed data transferbetween subscribers

1. Internet Access for Schools and Libraries

a Schools and Libraries Information I nfrastructure Proje¢SL | PP)

This project, commonly referred to as th&chool and Library
Network, will provide every public school, public library and
approved private school, with e-mail and Interneiccess NY NEX
will use their PUC-ordered rate reduction of $4 million per year for
up to 5 years to connect a potential 1,20Gitesto a 56 kilobit frame
relay datanetwork, enablingdata transfer among and between all
schodsand libraries.

Up to $20 million will be used to pay faschools and librarietzo be
connectedto a statewideframe relay systemto provide every
location with the hardware {rame relay access device FRAD)
necessary to access the 56 kilobit network, and to pay for all costs
associated with Internetaccess usage and management through the
5 year period.

40



$500,000 has been setaside in year one to give grants to
institutions that need topurchasecomputers capable of using this
data network. An additional $500,00Mas been earmarkedfor
training and a sytem has been establishedo ensurethat the
appropriate level of trainings provided Experts fromUM, USM
and Northern Maine Technical College will ke feringtrainingto
at least 2 individuals aevery singleschool building and library to
maximize the likelihood that the network, once installedsill be
used and supported throughout the state.

Theinital goal of this project isto achieve at least a minimal level
of interconnection among all of the K-12 schoolsnd librariesin the
state. Recognizing that some locations have already invested in the
56 kilobit or some higher order technologythe PUC will allow
those schools b spend the cash value of their allotment on their
current Internet service or to upgrade their service. The program
will be evaluatedafter one year and the PUC will consider altering
the plan to either upgrade the entire system, to provide other
telecommunication services or to use excess dollars to lower
intrastatetoll rates.

Toll Plan

In an effort to enhance the long distance calling qgabilities d
schools and librariesNY NEX and the independent phone
companies joined forces in creating a special "toll plan” for these
public institutions. The plan allows all public schools and libraries
in Maine to triple the volume of calls for the same price they pay
today. While this plarwas originally intendedo provide users with
greater accessto Internet, e-mail, and various Maine-based bulletin
boards, theSLIIPinitiative described above will provide much of
thisfor free. The primary benefit, thereforeyill be expandedvoice
communication

Library Bond

In June 1996, M aine voters approved a $4.9nillionbond issue that
will, ultimately, providéibrariesthroughout the state with access to
an on-line, real-time, statewide library catalog systenfunds from
the bondwill be usedto create Maine-oriented databasesaccess
commercial on-line databases, and prade grantsto libraries for
basic equipment necessary foutilizinglnfo Net and the Internetin
general. Thisbond will lay the groundwork for a faster, more
effectivestatewide interlbrary lending system.
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2. Access to Advanced Telecommunications Technologies for

Schools and Libraries

a

ATM Project

In an effort topromote economicdevel opment and educational
equityin every region of the state though the construction of a
statewidefiber based broadbandswitching network (ATM) the
King Administration issued a request for proposals in August 1995.
NY NEX won the bid andwill bring fivetest sites up during thefall
of 1996. The test sitesof GorhamHigh School ,HalldaleHigh
School, Baxter School for the Deaf Presquelsle High School and
the University of Maine aDrono, will provide an opportunity for
testing the system and working out the problems before the system
is offeredstatewide.

As was mentioned above, ATM stands for Asynchronous Transfer
Mode. More simply put, it is atechnology that allows for smooth,
clear, two-way interactive video as well as high speed data transfer
for numerous users. By comparison, the 56kilobit frame relay
systemdescribed above will only carry dateery effectively
although compressedvoiceand videois accessible and the speed of
data transfer slows significantly when more than one or two users
are on the system.

The systemwill be usedinitially to link State Government facilities,
to improve communication between State Government, particularly
the Department of Education, and the State's secondary schools,
and to promote distance learning. Ultimately, the applications of
the ATM systemare envisionedto include:

* lifelong learning

* professional development for teachersloctors and other
professionals

* telemedicine:a person on Deer Isle can Visit" his’her Doctor at
Eastern Maine Medical Center without driving to Bangor or an
X-ray can be instantly read by a specialist iPortland without
the person or the X-ray being transported

* educational opportunities for students to take special classes
from other high schools or colleges without leaving their home
town.

This advanced networkwill be fundedin the following manner
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VI.

* The capital costs associated with installation of the ATM
network will initially be paid biY NEX

* The capital costs associated with all of the broadcast equipment
that will make the 170 approved sites operational will be
covered by the $15 milliorstate bond issue approved in
November 1995

* Themonthly fees associated witlactuallyusing the system (the
line fees or usage chargesyvill be paidfrom the individual
school's budget. The initial monthly fee for ATM usage will be
$1,875 per school. Thisfee includes basic ATM usage only. If
a school opts for greater bandwidth, the monthly fee would be
higher. The fees associated with any particular level of service
are fixed no matter what part of the state the schoolis located
in, and can not go up in the 5-year contract period. It can,
however, go down if the market offers the same technology a
statewide networkat alower pricein thistime fram

b. Telecommunications Bond

In November 1995, Maine voters approved a $1hillionbond
issue that will pay for one-time capital investment in interactive
video and related equipmentor 170 sites throighout Maine
including high schoolsvocational centers and selected libraries
Qualifying schoolsvill be equippedwith one broadcast room
(two-way interactive video) and two additional instructional
classrooms (one-way video).This would enable communities to
connect to the planned statewide advanced interactive video fiber
based network (the ATM networl which will provide high speed
data communications and will promote distance learningtaff
development and other applicationsThe equipmentis expectedto
be in place byDecember 1997.

ISSUES AND OPPORTUNITIES

This part presents the State Planning Office's assessment of the issues and opportunities
central to economic development in Maine that stem from the Telecomm Act and changes
taking place within the telecommunications industry. Section A outlines several key issues
regarding which additional information and analysis may be needed. Section B points to
some current potential opportunities for fostering economic development in
telecommunications related businessesin Maine.

A. I ssues

1. Reducing rates through competition
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A decrease inintrastate toll rates wouldbenefitresidential customers and
small and medium sized businesses in Maine that lack the purchasing power
to negotiate a more favorable rate.In examining the various methods that
can be usedto achieve these benefits, the following questions arise:

* How can the Statefurther open up theintrastate toll and/or local
service markets to competition that may result in lower rates without
causing local service or toll rate increases in the more rural areas of the
state less likely to attract competition? As competition fontrastate
toll and local service increases, what are the implications of "cherry
picking" (the capture of individual, high value accounts by companies
reselling network services) for the quality and price of services
statewide, and particularly in more rural areas that may be less
attractive to competitors?

* How can the State simultaneously pursue policies aimed at reducing
rates for businesses and other customers, expanding or meeting current
Universal Service objectivestatewide, andensuring comparablerates
and services in urbanized and rural areas? What telecommunications
services (.g., Internet accessor 911 service)should be includedunder
the Universal Service umbrella?

* To what extent, and how, must the State deal with thepotentially
strandabl einvestmentproblem?

* |Incommentsto the FCC,the Maine PUC has suggested the use of
incentives to bring competitive local service providersto rural areas by
providing these competitorsivith the amount of the subsidy in arural
areathat is currentlyimplicitin the incumbent'§most commonly
NY NEX'] rates by virtue of company-wide averaging?"

Is payment of this subsidy now allocated among customers and
telecommunications service providers fairly and in a manner that
comports with theTelecommAct's pro-competition objectives?

Where would funds for future payment of this subsidy to locd
exchange competitors come from? Will federa funds become
available through changes to Universal Service policy?

* Some suggest that if NYNEX receives FCC approva to enter the
interexchange (interstate long distance) business, the company will
realize additional revenue that could result in lower intrastate toll rates
in Maine. (A portion of the non-traffic sensitive network costs and
common costs now paid by local and toll service consumers in Maine
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would be borne by customers of new services) What additiond
margina benefit would NYNEX realize, over and above the amount the
company now receives from access fees paid by interexchange carriers?
How might this new revenue source affect intraLATA ratesin Maine?
How does the AFOR affect any benefits to NYNEX from this new
market opportunity?

Is Maine law authorizing municipalities to enter into exclusive franchise
agreements with a single cable operator consistent with the Telecomm
Act's competition objectives? How might the municipal franchise
authority, potentially  requiring negotiations with  multiple
municipalities, affect cable operators ability to compete for local
exchange service and other telecommunications markets?  Will
community services (community access and interest channels) be
considered?

2. RevisitingState taxation andregulatory policy

Are the severa industries involved in provision of telecommunications
services (phone companies, cable operators, wireless services, and
utilities) taxed equitably and in a manner that promotes economic
development?

Under what conditions could ownership of telecommunications
infrastructure be consolidated in a quasi-public "wires company?' Are
there advantages to this approach? Would it deter private investment?
Can telecommunications and electric services use the same "wires
company?' Could creation and financing of this "wires company" be
accomplished in a manner that reduces the rate base overhang now
recovered through customer and competor rates?

What barriers, biases or incentives does the Maine PUC's regulatory
approach to establishment of rates present to increased competition in
either the local exchange or intrastate long distance markets? What
State telecommunications laws or policies inhibit competition, and are
these laws or policies justifiedby other lawful policy objectives?

3. Reconciling other State policy objectives

What are the budgetary implications for Mane school districts of
statewide availability of advanced telecommunications services, such as
those possible through ATM? Will taxpayers authorize use of these
services? Will school districts that deploy ATM use these services
displace some teachers in the classroom?
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What state services, such as vehicle registration, education and human
service benefit provison, may be more efficiently provided via
telecommunications? What savings may result? What can be learned
from other states that are ahead of Maine in providing services
electronically.

What are the development sprawl related implications of statewide
availability of advanced telecommunications services? If rura and
urban areas become equally suitable to "high tech" oriented business,
what effects on the cost to the State and its municipalities of providing
socia, public safety, and educationa services will result? Is sprawl
responsible in pat for the high embedded costs in the
telecommunications network in Mairke

How should the FCC's proposed rulemakings related to provision of
advanced telecommunications services to schools, hospitals and
libraries at discounted rates affect the State's decision to enter into
contractual arrangements related to provison of services to these
institutions at specified rate

To what extent will increased competition result in enhanced |ow-cost
service to schools, i.e., is Time Warner's recent offer to schools in the
Portland area a harbinger of thingsto come?

What are the budgetary and other implications for Maine municipalities
of TelecommAct provisions that:

preclude ordinances that patently or effectively ban siting of cellular
communications towers, and

limitfranchising authority over cable service providers?

How best can the State coordinate and work with the severa ongoing
public and private sector initiatives to improve Maine's
telecommunications industry and the level of service statewide?

What discrete measures are needed to improve Maine business
conditions  for  celular and  wirdess  communications,
telecommunications manufacturing, software developers, and other
growing sectors of the telecommunications industry?

Investing in infrastructure

What steps are underway to ensure interoperability of key
telecommunications initiatives now envisioned? For example:
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When is NYNEX's proposed ATM backbone to be fully connected
to the publicswitched network?

Can cable operators tie into the ATM backbone as a means to
enhancing services provided to their customers? What will the
access rates be? What are the anticipated tariffs for the service?
Will cable operators seek a cheaper alternative?

Have businesses made extensive use of comparable ATM services
where avallable elsewhere in the country? What indicators of
business demand for ATM are therein Maine?

Can further improvements in network reliability provide the State with
a competitive edge in attracting business investment? How does the
overdl reliability of Maine's telecommunications network compare with
that of other states?

What are the bottlenecks in our telecommunications networks? Are
rates and prices designed to reflect these bottlenecks? How much will
it cost to eliminade them and is such an investment worthwhile?

Are bandwidth and switching capabilities of the network adequate to
meet significant expansions and very different uses of the netwrk

5. Public awareness and demand

Is there any economics trends information, such as data suggesting
declining real wagesin Maine, that should be considered in gauging the
State's needs and demands, and the geographic distribution of those
needs and demands, for telecommunications services over the next
several years?

How can the State identify and efficiently direct training and education
resources to existing businesses and industries for whom effective use
of emerging telecommunications resources might provide a competitive
edge, including meaningful entry into international markets? Does the
Maine Telecommunications Education Fund offer a suitable vehicle for
these communications?

How can the State raise the level of household and business familiarity
with telecommunications tools in ways that develop wise consumers,
promote readiness to take advantage of existing tools and opportunities
and foster creativity to envison new and expanded uses? Can
community based networks help in curtailing costs?
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*  Why are the rates associated with ISDN so high? Is it because prices
are set based on costs or on vaue of service, and is the latter
appropriate in aregulatory regime?

B. Opportunities

1.

Enhancing the quality and reducing the cost of public education

The upgrading of the quality of telecommunications services, such as
interactive video, available at competitive rates to Maine public schools
could help produce a more skilled work force trained to use information
technology  effectively. Widespread availability of advanced
telecommunications could also affect school districts' bottom line without
compromising the quality of the educational experience available: with
“real time” video conferencing, a Spanish teacher in Portland, for example,
could reach and interact with students throughout the State.

Notwithstanding these benefits, in the short term it may be advisable for
State policy makers to await the outcome of FCC proceedings regarding
carriers obligations to provide advanced telecommunications services to
rural areas comparable in quality and price to urban areas and to provide
discounted services to schools, hospitals and libraries before making
significant commitments of State resources. The FCC's actions may reduce
the public benefits of any bargain the State enters before that date. In
addition, competition among telecommunications carriers may result in
additional opportunities for expanding theobls available to educators.

Reducing the cost of State services and information distribution

Improved telecommunications offer opportunities for creating efficiencies
in delivery of state services, such as distribution of entitlements payments
and licensing, and dissemination of information aimed at general public
awareness of and participation in the actions of government

Reducing health care costs

Telemedicine may be a key ingredient both in helping companies to lower
insurance costs and in cutting costs for State government by allowing for
health care to be provided to rura areas more efficiently. This provision
may also affect Maine's hospital industry in that with suitably high speed
video communications certain profitable services, such as radiology, may
be provided at lower cost from a remote location.

Attracting manufacturing businesses
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